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SOME LEGAL REQUIREMENTS OF COOPERATIVE ORGANIZATIONS 
Wm. H. Dankers 
PREFACE 
Many cooperative organizations have been confused regarding requirements under 
certain Federal and State legislation. Privileges of exemption are granted coopera-
tive organizations under certain circumstances. However, to obtain such privileges 
the organization must comply with the Federal law and the Minnesota law for coopera-
tives. If it does not comply, it is not a cooperative, regardless of the name. 
The important aspect$ of the Minnesota Cooperative Law are set forth in the 
first section of this pamphlet. The following five sections are devoted to a brief 
analysis of various Federal and State laws. 
Federa+ laws that affect cooperative organization are set forth in: 
l. The Internal Revenue Code of 1939 (Section 101) covering the 
requirements and qualifications for exemption from Federal 
Income Tax. 
2. The Social Security Act, (Title IX) Regulations 90 - Relating 
to the Excise Tax on Employers for Unemployment Compensation. 
3. The Social Security Act, (Title VIII) Regulations 91 - Relating 
to the Employees' Tax and the Employers' Tax for Old Age 
Security. 
State laws that affect cooperative organizations are set forth in: 
1. The Minnesota Income and Franchise Tax Act with Amendments and 
Regulations setting forth the requirements, and qualifications 
for exemption from State Income Tax. 
2. The Minnesota Unemployment Compensation Law with Amendments -
Relating to a Tax on Employers for Unemployment Compensation, 
It is hoped that this pamphlet will to some extent act as a guide for coopera-
tives. No attempt has been made to provide details. On the other hand, an attempt 
has been made to set forth some of the general provisions and to call attention to 
the specific Departments and Divisions of the Federal and State governments that are 
in a position to give complete assistance. 
The author wishes to call to the attention of cooperatives the importance of 
bringing the organization into line with Federal and State requirements, to obtain 
what exemptions are granted. To do this, it is of the utmost importance to know the 
exact status of the organization. For that reason it is becoming more and more 
necessary to keep accurate accounts and records of the business. The burden of proof 
for exemption in all cases rests with the organization. 
The author has appreciated the excellent cooperation of governmental and state 
agencies in the preparation of this material, such as the Office of the Collector of 
Internal Revenue, Federal Building, St. Paul; the Division of Employment and 
Security, St. Paul; the Minnesota Income Tax Division, State Office Building, St, 
Paul; and the State Department of Agriculture, Dairy and Food, State Office Build-
ing, St. Paul. 
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IMPORTANT ASPECTS OF MINNESOTA COOPEBATIVE LAW• 
Requirements in Organizing a Cooperative Association 
A. A cooperative association may be organized by five or more incorporators either 
witit or without capital stock. Persons forming a cooperative association shall 
sign and acknowledge written articles of incorporation specifying~ 
1, The name of the association, its purpose, general nature of business, and the 
' principal place where such business will be transacted. 
'<': 
2. The period of its duration, which shall not exceed 30 years without renewal. 
3. ~ne amount of its capital stock, the number of shares into which it shall be 
diyided, the par value of each share, and in what manner it shall be paid. 
4. The highest amount of indebtedness to which the association shall at any time 
be ·Subject. (The limitation may be fixed in a stated amount, or based upon the 
amount of paid-up capital, or upon the amount of paid-up capital and permanent 
surplus.) 
5. The names and places of residences of the incorporators, and whether such in-
corporators are acting for themselves or as the agents of another cooperative 
organization; 
6, In what governing board its management shall be vested, the date of the annual 
meeting of stockholders at which such board shall be elected, the names and 
places of residence of those who shall compose the governing board until the 
first annual meeting of the stockholders. 
7. The period of the fiscal year of the association. 
8. Other provisions defining and regulating the powers or business of the asso-
ciation, and the duties and responsibilities of its officers, directors, 
trustees, members and stockholders. 
B. The plans of organization and the business practices of a cooperative association 
also shall be stated in its articles of incorporation and by-laws. It shall be 
provided therein: 
1. That the ownership of capital stock held by any individual shall not exceed the 
par value of $1,000.00. 
2. That an individual stockholder shall be restricted to only one vote, regardless 
of the amount of stock held (voting shall be in person or by mail but not by 
proxy). 
3. That shares of stock shall not be transferable except with the consent of the 
board of directors of the association. 
4. That interest shall not be paid on paid-up capital stock in excess of 6% per 
annum (Amendment to laws of 1923 in 1933 - earlier laws allow 8%). 
5, That the net income of a cooperative association shall be distributed or allo-
cated only on the basis of patronage, except such amounts as are required or 
desired to be set aside as a reserve fund. 
*Unless otherwise indicated legal references are to Cooperative Laws of 1923 
(Chapter 326) and Amendments thereto, 
.. .. 
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Approval and Filing of Articles of Incorporation and Amendments* 
A. Proposed Articles of Incorporation for a cooperative association shall be submit-
ted to the Attorney General for examination and approval. 
1. If found to be in proper and legal form and within the provisions of the 
cooperative law, the Attorney Ge~eral shall endorse such proposed Articles of 
Incorporation with his approval ap.d the incorporators shall be entitled to 
proceed. . 
2. The By-laws of an association stla'.11 also be examined by the Attorney General's 
office so as not to conflict wit~ the Articles of Incorporation. 
3. Amendments to Articles of Incorporation and By-laws shall not be effective or 
held to be binding upon members of an association unless they have been 
examined and approved by ~he Attorney General. 
4. The Articles of Incorporation or amendments thereto shall be published for two 
successive issues in a legal newspaper in the county of the principal place of 
business of such cooperative association. 
5. The original Articles of Incorporation or a certified copy thereof, verified 
by the affidavits of two of the incorporators, sha,11 be filed with the secre-
tary of the state and a copy thereof, certified as above required, shall be 
filed and recorded in the office of the Register of Deeds of the county in 
which the principal place of business of the association is located •. For 
filing Articles of Incorporation or amendments thereto with the Secretary of 
State there shall be paid to the State Treasurer a fee of five dollars. An 
additional fee of one dollar is required by the office of the Secretary of 
State forreeording the Document. 
E. The Articles of Incorporation may be amended in the following manner: 
1. The board of directors, by majority vote of its members may pass a resolution 
setting forth the section or sections that are to be repealed (parts of a 
section cannot be replaced) and giving· a full text of the proposed amendment. 
2. Upon action by the board of directors, notice shall be mailed to each and every 
stockholder containing a complete copy of the resolution adopted by the board 
of directors for amending the Articles of Incorporation and By-laws. This 
notice shall also designate the time and place of the meeting at which the pro-
posed amendment shall be considered and voted upon. (Requirements for notice 
shall be the same as for regular meetings.) 
3. If a quorum of the stockholders is registered as being present, or represented 
by mail vote, at the meeting called for amending the Articles of Incorporation, 
a majority of the members present may adopt or reject the proposed amendments. 
4. If an amendment is adopted it shall 'be filed and recorded with the office in 
which the original Articles of Incorporation are filed or recorded, together 
with a copy of the notice given to stockholders, and a certificate of the 
President and Secretary verifying the action of the meeting at which ~uch 
amendment was adopted. 
*Special assistance may be obtained from the Division for Cooperatives, which is 
under the supervision of the Deputy Conunissioner of Agriculture, Department of 
Agriculture, Dairy and Food, State Office Building, St. Paul. 
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Special Requirements 
A. Capital Stock 
1. The amount of the authorized capital stock of an association shall be fixed 
by the Articles of Incorporation. 
2. The amount of authorized capi t.al stock may be increased or diminished at any 
regular or special meeting of the stockholders in accord with requirements 
for amending the Articles of Incorporation. 
3 •. The amount of capital stock held by any one member shall not exceed the par 
value of $1,000.00 and may be definitely limited to a figure below that by 
the association. 
4. No share of stock shall be issued for less than its par value nor until the 
same has been paid in cash or its equivalent. 
5. Cooperative associations may issue common and preferred stock having different 
par values, but only the common stock shall carry voting power. 
6. An association may commence business whenever 26% of the authorized capital 
stock has been subscribed and paid in. The a.mount of capital stock outstand-
ing shall at no time be diminished below 26% of the amount of the authorized 
capital. 
B. Stockholders meetings 
1. Regular meetings shall be held annually at the principal place of business 
of-tlie association at such times as shall be designated in the By-laws. The 
Secretary of the association shall give notice of such meeting either in a 
legal newspaper,. published in the county of the principal place of business 
of the cooperative, at least two weeks previous to the date of the meeting, 
or by mailing a notice to every stockholder personally not less than 15 days 
previous to the date of the meeting. 
2. Special meetings of stockholders may be called by a majority vote of the 
directors, or upon the written petition of at least 10% of the stockholders; 
in which case it shall be the duty of the President to have notice of such 
meeting given, the same as for regular meetings. The notice shall be issued 
within ten days from and after presentation of the petition and shall state 
the time~ place and purpose of such special meetings. The special meeting 
shall be held within thirty days from and after presentation of the petition. 
3. A quorum at any regular or special meeting shall be 20 per cent or more of 
the total number of stockholders if the total number does not exceed two 
hundred. In larger associations,-rifty stockholders present in person shall 
constitute a quorum. No action by any association shall be valid or legal 
in the absence of a quorum. 
C. Directors and Officers 
1. Every cooperative shall be governed by a board of not less than five directors 
who shall be elected at the annual meeting by the stockholders for such terms 
and in such manner as the By-laws of the association shall prescribe. 
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2. The officers of the association shall be a President, one or more Vice-
presidents, a Secretary and a Treasurer who shall be elected annually by and 
from the directors. The offices of secretary and treasurer may be combined. 
3. The stockholders shall ha.ve the power at any regular meeting or special 
meeting to remove any director or officer for cause, and to fHl the vacancy 
caused by such removal. 
D. Earnings, Reserves and Patronage Dividends 
).. It shall be the duty of the board of directors to deduct from the total 
income of any association the costs of operation, a reasonable and adequate 
reserve for depreciation of physical properties and a reserve against other 
possible losses. A further reserve may be set aside for erection of new or 
additional buildings or for additional machinery or equipment or to pay 
indebtedness incurred for such purposes. An amount may be deducted sufficient 
to pay interest (dividends) for such year on the paid-up capital of the as-
sociation (not to exceed six per cent (6%) on the amount of the par value of 
such stock.) 
2. All of the net income may be set aside as a reserve for the first and second 
fiscal year, but at least ten per cent (lo%) of the annual net income shall 
be set aside for such purpose until such reserve for permanent surplus shall 
equal fifty per cent (50%) of the paid-up capital. Such reserve for per-
manent surplus may be fixed by the by-laws of the association at an amount 
equal to the paid-up capital. 
3. In addition to the reserve for permanent surplus, the directors of an asso-
ciation may .. set aside a sum not to exceed five per cent (5%) of the annual 
net income which shall be used for the purpose of promoting and encouraging 
cooperative organization. 
4. Patronage refunds from undivided surplus shall be proportionate to the quan-
tity or value of the commodities handled. Distribution of such undivided 
surplus shall be made annually on the basis of patronage dllring the preceding 
year. 
E. The name "cooperative" 
L No corporation or association shall be entitled or permitted to use the term 
11 cooperative 11 as part of its corporate or business name or title, or to 
represent itself as a cooperative association, unless it has complied with 
the provisions of the cooperative law. 
,. 
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RE~UIREMENTS OF COOPERATIVE ORGANIZATIONS FOR 
EXEMPTION FROM FEDERAL INCOME TAX* 
Federal Income Tax 
Exemption from Federal Income Taxation of Various Classes of Organization -
Section 101 of the Internal Revenue Code of 1939, Paragraph 12 
.A. Farmers', fruit growers' or like associations organized and operated on a coopera-
tive basis, -
l. for the purpose of marketing the products of members or other producers, 
and turning back to them the proceeds of sales, less the necessary marketing 
expenses, on the basis of either the quantity or the value of the products 
furnished by them, or 
2. for the purpose of purchasing supplies and equipmetlt for the use of members 
or other persons, and turning over such supplies and equipment to them at 
actual cost, plus necessary expenses; 
B. Exemption shall not be denied any such association because it has capital stock, -
1. if the div.idend rate of such stock is fixed at not to exceed the legal rate 
of interest in the State of incorporation, or 8 per centum per annum, which-
ever is greater, on the value of the consideration for which the stock was 
issued, and 
2. if substantially all such stock (other than non-voting preferred stock, the 
owners of which are not entitled or permitted to participate, directly or 
indirectly, in the profits of the association, upon dissolution or other-
wise, beyond the fixed dividends) is owned by producers, who .market their 
products or purchase their supplies and equipment thru the association. 
C. Exemption shall not be denied any association because there is accumulated and 
maintained by it a reserve required by state law, or a reasonable reserve for 
any necessary purpose. 
D. An association may market the products of non-members in an amount the value 
of which does not exceed the value of the products marketed for members, and 
may purchase supplies and equipment for non-members in an amount the value of 
which does not exceed the value of the supplies and equipment purchased for 
members, (provided the value of the purchases made for persons who are neither 
members nor producers does not exceed 15 per cent of the value Of'all its pur-
chases) .~usiness done for the United States or any of its agencies shall be 
disregarded in determining the right to exemption under this paragraph; 
Explanation of Various Sections of the Act 
A. "Like association" refers to an association of persons engaged in occupations 
similar to farmers and fruit growers, such as livestock growers, dairymen, etc. 
1. An organization purchasing merchandise for a group of retail grocers or for 
dealers in 'building materials is not considered a "like association11 and 
does not qualify as an exempt organization. 
*The requirements for exemption from the Federal oapital stock tax are the 
same as for income tax. 
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B. Non-member patrons must be treated the same as members in the distribution of 
patronage dividends. 
1. The requirement is complied with if a cooperative~ instead of paying patronage 
dividends to non-member producers in cash, keeps permanent records from which 
the proportionate share of the patronage dividends due to non-member producers 
can be determined, and if such amounts are made applicable toward the purchase 
price of a share of stock or a membership in the association. (Article 101 
(12) - 1 of Regulations 94 under the Revenue Act of 1936.) 
2- (Producers Creamery Company vs. United States of America 55 Fed. (2d) 104, 
C. B. XI - 1, P• 223 (1932).) 
11 Where a corporation, having capital stock, is engaged as a dairy and creamery 
company, obtaining from producers, non-stockholders as well as stockholders, 
milk and cream and manufacturing it, and then does not distribute the pro-
ceeds .of sales, less necessary expenses, among the producers upon the basis 
of the produce furnished, and does not make any distribution to non-
stockholding producers from whom it derives 30% of its profits, but instead 
distributes the proceeds to stockholders only, it is not a farmers' associa-
tion exempt from Federal income taxation." 
3. When a cooperative marketing association defers the payment of patronage 
dividends to non-members but has otherwise complied with the provisions of 
the statute, exemption will not be denied if: 
a. The Articles of Incorporation or By-laws of the association provide that 
patronage dividends, by whatever name known, are payable to members and 
non-members alike and. a general reserve is set up for this purpose •. 
b. The Articles of Incorporation or By-laws provide for the payment of 
patronage dividends to members, and are silent as to the payment of 
patronage dividends to non-members, but a specific credit to the individual 
account of each non-member is set up on the books of the association., 
c. The Articles of Incorporation or By-laws are silent as to the payment of 
patronage dividends to either members and/or non-members, but evidence 
shows that it has· been the consistent practice of the association to pay 
patronage dividends in cash or its equivalent to members and non-members 
alike within a reasonable period after the expiration of the particular 
year involved. 
d. Under the circumstances stated in a, b, and c above, patronage dividends 
are not payable until the non-member becomes a member of the association 
either thru the payment of the required amount tn cash or the accumulation 
of dividends in an amount equal to the purchase price of a share of stock 
or membership. 
4. The status of each association for federal income tax exemption purposes is 
determined by its form of organization and its actual operations for a given 
year. 
a. An association is not organized so as to come within the exemption pro-
visions of' the law if the Articles of Incorporation or Ey-laws provide 
for payment of patronage dividends to members only. 
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b. An association ca.nnot qualify for tax exemption by amending its Articles 
of Incorporation or By-laws to provide for the payment of patronage 
dividends to non-members on the same basis as members, and paying non-
membe~ patrons the amount of patronage dividends due them for earlier 
years.· 
5. (United States Board of Tax Appeals decision December 17, 1935 regarding 
the Farmers Union Cooperative Company, Guide Rock, Nebraska, 33 B.T.A. 225) 
"Evidence shows that at least 30% of the profit in the elevator department 
was from non-stockholders to whom it did not and could not turn back any-
thing other than the original price paid them for their grain, which was 
the market price.ti*** "While a marketing association is permitted to 
handle non-member business, the plain intent of the law is that if it deals 
with non-members it must deal with them upon the same basis that it deals 
with members.n 
6. Non-members must be treated the same as members with respect to charges made 
for services rendered and the amounts charged for supplies and equipment 
purchased for patrons necessary to preserve the principle of mutuality. 
C. An association will not be denied exemption because it has capital stock if 
"substantially auu of such stock is owned by producers who market their pro-
ducts, or purchase their supplies and equipment thru the association. 
1. What constitutes "substantially all" of the capital stock of a cooperative 
association depends upon the circumstances surrounding each particular case. 
a. An association will be required to show that ownership of its capital 
stock has been restricted as far as possible to actual producers who 
market their products thru the association. 
b~ If by statutory requirement the officers of an association must be 
share holders, the ownership of a share of stock by a non-producer to 
qualify him as an officer will not destroy the association's exemption. 
c., If an association is unable to purchase or retire the stock of non-
producers,- due to reasons beyond the control of the association, and that 
under such circumstances a small amount of the outstanding capital stock 
is held by non-producers it will not destroy the association's exemption. 
d. Where a substantial part of the stock was voluntarily sold to non-
producers exemption from federal income tax must be denied the association. 
D. Exemption is not denied an association "because it has issued preferred stock 
or "bonds or other evidence of indebtedness, for the purpose of providing neces-
sary working capital or acquiring property which is necessary for the conduct 
of the association's business, if, .. -
l.· the holders of such securities are not permitted to participate, directly or 
indirectly in the profits of the association,., Upon dissolution or otherwise 
beyond the regular fixed dividends or interest payments. 
2 •. the voting control of the association is retained by share holders who are 
actual producers.· 
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E. Exemption is not denied an association 11 beca.use there is accumulated and main-
tained by it a reserve required by state law or a reasonable reserve for any 
necessary purpose. 11 
l. The necessity for the existence of any reserve or reserves other than those 
required by a state law must be shown. 
2. A llreasonable reserve 11 has been construed to include a depreciation reserve 
where an association has investments in buildings, machinery, and ot~er 
property. Such depreciation in a given year is properly chargeable against 
the patrons of the association as part of the llnecessary marketing e:x:penses 11 • 
3. A "reasonable reserve" has been construed to include the reserves accumulated 
or maintained to meet capital expenditures of such an association. 
F. Membership organizations - anyone who shares in the profits of a non-stock 
cooperative association and is entitled to participate in the management of the 
association is regarded as a member in the association. 
Kinds of Federal Taxes 
A. When associations are denied exemption, the followine specific taxes are imposed 
on corporations that have a net income of less than $25,000 and a gross•income 
of less than $250,000. 
1. A graduated tax on net income. 
a. l~ on net incomes up to $5,000. 
b. 14% on net income in excess of $5,000 and not in excess of $20,000. 
c. 16% on net income in excess of $20 1 000. 
21 A capital stock tax based on the declared or adjusted value of the associa-
tion 1 s capital. 
a. A cooperative organization exempt from Federal Income Tax is also exempt 
from the capital stock tax. 
b. The rate of tax is $1 for each full $1,000 of declared or adjusted value. 
3. An excess profit tax (depends upon the relationship of net income to the 
declared value ofthe capital stock). 
a. 66/o on the portion of the net income that is in excess of 10% and not in 
excess of 156/o of the declared value. 
b. 12'% on the portion of net income that is in excess of 151& of the declared 
value. 
B. Corporations with a net income of over $25~000 or a gross income of over 
$250,000 are subject to different rates of tax. 
0, All cooperative organizations are sub,ject to a stamp tax on the issuance or 
transfer of capital stock. or bonds of indebtedness, and on conveyances of 
:real estate, - regardless of whether they are exempt from Federal Income Tax 
or not. 
• • 
... 10-
Procedure in Obtaining Exemption from Federal Income Te.x 
A. Exemption from Federal Income Tax is not automatic under the federal law - the 
burden of proof rests with the associa.tiOJ!• 
l. A formal application must be made for exemption which may or may not be 
granted depending upon the organization and operation of the association • 
.2. Even though exemption has been granted, an association is subject to examina-
tion by the Internal Revenue Department. If it is found tha.t the original 
application did not correctly state the facts, or that since the exemption 
was granted, the manner of operation of the organization has changed, the 
exemption status may be cancelled, and tax assessments made from the date 
of the changed condit)ons. 
3. When an organization changes its manner of operation it should notify the 
Internal Revenue Department so that a ruling may be obtained regarding the 
tax exemption under the new conditions. 
4. So long as its method of operation does not cha11ge from the manner and condi-
tions as set forth in the application, which was ap~roved for income tax 
exemption, a cooperative association need not file additional returns. 
B. Steps necessary for a Minnesota farmers' cooperative association to secure an 
exemption from the Federal Income Tax. 
1. Obtain necessary application form (Form 1028) from the Collector of Internal 
Revenue• Federal :Building, St. Paul, Minnesota. 
2. Fill in the information requested on this form. 
3. Submit the affidavit together with a copy of the Articles of Incorporation, 
the By-laws, the latest balance sheet and operating statement to the Collector 
of Internal Revenue, St. Paul, for exemption approval. 
Note: For specific deta.ils regarding the Internal Revenue Act and exemption of 
cooperative organizations write to the Collector of Internal Revenue, 
Federal Building, St. Paul. 
.-11- State Income Tax 
REQUIREMENTS OF COOPERATIVE ORGANIZATIONS FOR EXEMPTION 
FROM ST"ATE INCOME TAX 
A. The requirements of cooperative organizations for exemption from State income 
tax are the same as those for exemption from Federal income tax. (Minnesota 
Income and Franchise Tax Act, Article II, Section 5) or (Section 101, Paragraph 
12 of the Internal Revenue Code of 1939). 
B. Associations that do not qualify for exemption are subject to a tax of 6% on net 
income for the calendar year of 1939 and subsequently. 
1. Credit allowances against the net income are: 
a. A credit of $1000 in the case of each corporation. 
b. A Minnesota "tangible property-payroll credit" not exceeding 10% of the 
tax on net income. 
c. An a.mount for contributions or gifts made within the taxable year. The 
total credit for contributions against net income shall not exceed 15% of 
the taxpayer's taxable net income. 
d. Contributions made to the State of Minnesota or any of its political sub-
divisions for exclusively public purposes. 
e. Contributions to any organization which is operated exclusively for 
religious, charitable, scientific, literary, artistic· or 'educational pur-
poses, no part of the net earnings of which goes to the benefit of any 
private share holder or individual. 
C. Exemption from state income tax is not automatic under the state law -- the bur-
den of proof rests with the association. -~~-
1. A formal application must be made for exemption to the Minnesota Income Tax 
Division which may or may not be granted depending upon the organization and 
operation of the association. 
2. Ev-en thou.gk exempti-0n hae bee~ gl'anted, an association is subject to re-exa.mi-
nation by the Minnesota Income Tax Division. If it is found that the original 
application did not correctly state the facts, or that since the exemption was 
granted, the manner of operation of the organization has changed, the exemp-
tion status may be cancelled, and tax assessments made from the date of the 
changed conditions. 
3. When an organization changes its manner of operation, it should notify the 
Minnesota Income Tax Division so that a ruling may be obtained regarding the 
tax exemption under the new conditions. 
4. So long as its method of operation does not change from the manner and condi-
tions set forth in the application, which was approved for income tax exemp-
tion, a cooperative association need not file additional ~eturns. 
D. Steps necessary for a Minnesota farmers' cooperative association to secure an 
exemption from the State income tax. 
1. Obtain necessary application form (Form 120) from the Minnesota Income Tax 
Division, State Capitol, St. Paul, Minnesota. 
2. Fill in the information requested on this form. 
3. Submit the affidavit with a copy of the Articles of Incorporation, the By-laws, 
the latest balance sheet and operating statement to the Minnesota Income Tax 
Division, State Capitol, St. Paul, for exemption approval. 
Note: For specific details regarding the State Income Tax Act of 1933 and acts 
amendatory thereof, write to the Minnesoita Income Tax Division, State Office 
Building, St. Paul. 
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THE EFFECT OF THE OLD AGE SECURITY AOT (SOCIAL SECURITY ACT) 
ON COOPERATIVE ORGANIZATIONS 
A. Statements from Sections of the Act 
1. Paragraph A, Section 801, of the Social Security Act provides, in part: 
"In addition to other taxes, there shall be levied, collected, and paid on 
the income of every individual a tax equal to a certain percentage of the 
wages 11 ( l per cent in 1939 - period extended, so that it will be 1 per cent 
until 1942). 
2. Paragraph B, Section 802 (a) of the Social Security Act provides: 
11 The tax imposed by section 801 shall be collected by the employer of the 
taxpayer, by deducting the amount of the tax from the wages as paid. Every 
employer required so to deduct the tax is hereby made liable for payment 
of such tax 11 • 
3. Paragraph C, Section 804 of the Social Security Act provides, in part: 
11 In addition to other taxes, every employer shall pay an excise tax, with 
respect to having individuals in his employ, equal to a certain percentage 
of the wages 11 ( 1 per cent in 1939 - period extended, so that it will be 1 
per cent until 1942). 
B. No special provisions are made in the act for excludi~~armers 1 cooperative 
associations as such. 
1. Unless their employment is of a special nature (Part C). 
2. By amendment to the Act (effective January 1, 1940 (Sec. 209 (10) (A)), 
cooperative organization$ exempt under Sec~ 101 (12) of the Internal Revenue 
Code will be exempt from the Old Age Security Tax on: 
a .• Services performed in any calendar quarter for which the remuneration does 
not exceed $45.00. 
b. Services performed by a student who is enrolled and regularly attending 
classes in a school or college. 
C. The following tYPes of service do not constitute employment under the Act: 
1. Agricultural labor 
a. "On a farm, in connection with the cultivation of the soil, the harvest-
ing of crops, or the raising, feedine, or management of livestock, bees, 
and poultry,--~" 
b. 11 0n a farm, in connection with the processing of materials produced on 
the farm, or the pac~dng, transporting or marketing of such materials. 
Only, however, if such operations ar~ carried on as an incident to 
ordinary.farming, as distinguished from manufacturing or commercial 
operations .---11 
2. Domestic service in a private home --
3. Family employment 
a. Services performed by a. husband for his wife or by a wife for her husband. 
b. Services performed by a father or mother for a son or daughter. 
c. Services performed by a son or daughter under 21 years of age for the 
father or mother. 
4. Service performed in the employ of the United States Government, of a State, 
or political subdivision thereof. 
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5. Service performed in the employ of an organization operated exclusively for 
religious, charitable, scientific, literary, or educational purposes if no 
part of the net earnings go to the benefit of any private share holder or 
individual. 
D. Important considerations for associations subject to provisions of the Act. 
1. 11 Em.ployment 11 - means any service, of whatever nature, performed within the 
United States by an employee for his employer. 
2. "Employee'' - every individual is an employee if he performs services ip. an 
employment where the legal relationship of employer and employee exists. 
a. An employer-employee relationship exists when the person for whom services 
are performed has the right to control and direct the individual who per-
forms the services--==- not only as to what shall be done but how it shall 
be done. ~~ 
p. Super.intendents, managers, and other superior employees are 11 employees 11 
under the provisions of the Act. A director is an employee of an organi-
zation only if he performs services other than those required by attendance 
at and participation in meetings of the board of directors. 
p. All officers of corporations (includes cooperatives) are employees accord-
ing to the Act. 
3. "Employers" -- every person who employs one or more individuals in an employ-
ment that is not specifically exempted under the act. 
a. The number of individuals employed by the employer and the period during 
which any such individual is so employed aTe immaterial. 
b. An employer may be an individual, a corporation, a partnership, a trust 
or estate, a joint stock company, an association, or a syndicate, group, 
po_<:>J.,,.,jq~n~ YJ~X'lt~re,, o:r q~_h~r. :µ.,nip.qorpo:r~t~d qrgani_zationl ~roup or 
entity. · 
c. An employer may be a person acting in a fiduciary capacity or on behalf 
of another, such as a guardian, committee, trustee, executor or admini-
strator, trustee in bankruptcy, receiver, assignee for the benefit of 
creditors, or conservator. 
4. 11 Wages 11 -- includes all remuneration for employment, ~ ~ ~ maximum of $3000 
during any one calendar year. 
a. Includes the cash value of all remuneration paid in any medium other than 
cash. 
b. Salaries, commissions on sales or on insurance premiums, fees and bonuses 
are wages within the meaning of the Act. 
Note -- For detailed information regarding the Employees' and Employers' Tax 
(Old Age Security) under Title VIII of the Social Security Act, write 
to the Collector of Internal Revenue, Federal Building, St. Paul, 
Minnesota. 
-14- Federal Unemployment Compensation 
THE EFFECT OF THE FEDJlRA.L U1'TEMPLOYMENT TAX AOT(l) 
(SOCI.AL SECURITY ACT) ON COOPERATIVE ORGANIZATIONS 
A. Statements from Sections of the Act 
1. ~ery employer shall pay an excise tax for each calendar year for individuals 
in his em11loy. 
a. The rate shall be 3 per cent after December 31, 1937. 
b. Method of computation -- the tax for any calendar year is computed by 
applying the rate of tax to the total wages paid by the employer. 
3. ~To special provisions are made in the Act for excluding farmers 1 cooperative 
associations as such. 
1. Unless the employment is of a special nature. (Part 0) 
2. By amendment to the Act effective January 1, 1940 (Sec. 209 (10) (A)) of the 
Internal Revenue Code, cooperative organizations exempt under Sec. 101 (12) 
will be exempt from paying a Federal Unemployment tax for: 
a. Services ~erformed in any calendar quarter for which the remuneration 
does not exceed $45. 
b. Services performed by a student who is enrolled and regularly attending 
classes in a school or college. 
C. The following types of service do not constitute employment under the Act: 
a. 11 0n a farm, in connection with the cultivation of the soil, the harvesting 
of crops,. or the raising, feeding or management of livestock, bees and 
poultry.---" 
b. 11 0n a farm, in connection with the processing of materials produced on 
the farm, or the packing, packaging, transporting or marketing of such 
materials, only, however, if such operations are carried on as an 
incident to ordinary farming, as distinguished from manufacturing or 
commercial operations.---" 
2. Domestic service in a private home --
3. Family employment 
a. Services nerformed by a husband for his wife, or by a wife for her husband. 
b. Services performed by a father or mother for a son or daughter. 
c. Services performed by a son or daughter under 21 years of age for the 
father or mother. 
4. Service performed in the employ of the United States Government, of a State, 
or nolitioal subdivision thereof. 
(l)With amendments effective January 1, 1940 
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5. Service performed in the employ of an organization operated exclusively for 
religious, charitable, scientific, literary, or educational purposes, no 
part of the earnings of which goes to the benefit of any private share 
holders or individuals. 
D. Important considerations for associations subject to provisions of the Act. 
1. 11 Employer 11 -- any person who employs 8 or more individuals on 20 or more days 
during a calendar year, each such day being in a different calendar week, is 
an employer and subject to the tax. 
2. 11 Employmentll -- means any service, of whatever nature, performed within the 
United States by an employee for his employer. 
3. 11 Employee 11 every individual is an employee if he performs services in an 
employment where the legal relationship of employer and employee exists. 
a. An employer-employee relationship exists when the person for whom services 
are performed has the right to control and direct the individual who per-
forms the services - not only as to what shall be done but how it shall be 
done. 
b. Superintendents, managers, and other superior employees are 11 employees 11 • 
A director is an employee of an organization only if he performs services 
other than those required by attendance at and participation in meetings 
of the board of directors. 
c. All officers of corporations (includes cooperatives) are employees accord-
ing to the Act. 
4. 11 Wa.ges" -- include.s all remu,neratio:r:i.- for empl.oyment., u.p to a maximum of $3000 
during any calendar year. 
a. Includes the cash value of all remuneration paid in any medium other than 
cash. 
b. Salaries, commissions on sales or on insurance premiums, fees. and bonuses 
are wages within the meaning of the Act. 
E. Credit allowance against the Federal Unemployment Tax (Sec. 902 of the Social 
Security Act). 11 Against the tax imposed with respect to employment during the 
taxable year, the taxpayer may credit the amount of contributions paid by him 
into a state unemployment fund 11 • (In Minnesota as required by the Minnesota 
Unemployment Compensation.Law.) 
1. The total credit allowed to any taxpayer for such contributions shall not in 
any case exceed 90% of the Federal excise tax. (For unemployment compensation) 
a. The present rate to the state unemployment fund is 2.7% of total payrolls 
which is 90% of the 3% total payrolls imposed by the Federal law. 
2. In order to receive credit for same, state contributions must have been made 
on or before the date on which the Federal return for the calendar year is re-
quired to be filed. 
3. Credit can be obtained only on state contributions made for services performed 
during the calendar year covered by the return. 
Note -- For d.etailed information regarding the Federal Excise Tax on ]lmployers (Unem-
ployment Compensation) under Title IX of the Social Security Act, write to 
the Collector of Internal Revenue, Federal Building, St. Paul, Minnesota. 
~ -16- Minnesota Unemployment Compensation 
THE EFFECT OF THE MI!:mESOTA UNEMPLOYMEl~ COMPENSATION LAW(l) 
ON COOPERATIVE ORGANIZATIONS 
A. Provisions contained in the law 
1. To create an unemployment compensation fund from contributions by employers for 
the payment of compensation for involuntary unemployment. 
2. To provide for merit ratings for employers with creditable employment records. 
:?. To provide for cooperation with the Social Security Board of the United States 
of America. 
4. To provide penalties for the violation of the State Act. 
5. To provide for the administration thereof. 
B. Definitions of terminology in the la.w 
1. 11 Zmployment 11 subject to the othAr provisions, means service, including service 
in inter-state cormnerce or otherwise, performed for wages. 
a. If the relationship of master and servant exists, namely that the employer 
assurnes or has the right to assume control or direction (as to what shall 
be done or how it shall be done) over the performance of services -- even 
though the relationship otherwise may be in the nature of an independent 
contract. 
b. If the service is within the usual course of the business. 
'Employment takes precedence in the order named -- localization, base of 
operations, place of direction and control and residence. 
2. "Employer" means any employing unit which for some portion of a da.y but not 
necessarily simultaneously in each of twenty (20) different weeks employed one 
or more individuals. 
a. Even though the 20 weeks are not consecutive. 
b. Irrespective of whether the same individuals are employed in each day. 
c. Within either the current or preceding calendar year. 
llEmployer" means any employing unit which acquired the business of another 
which at the time of such acquisition was an employer sub,ject to this Act. 
3. 11 Employee 11 means every individual, whether male, female, citizen, alien or 
minor, who is performing services in an employment that is subject to the Act. 
4. 11 Wages 11 means all remuneration for personal services, including commissions and 
bonuses, and the cash value of remuneration other than cash, which shall be 
e~timated and added to the employee's cash wages. 
C. The following types of service do not constitute employment under the law 
1. Agricultural labor 
z. Domestic service in a private home 
3. Service performed. by an individual in the employ of his son, daughter or 
spouse, and service performed by a child under the age of twenty-one (21) in 
the employ of his father or mother. 
4. Services performed in the employ of an organization operated. exclusively for 
religious, charitable, scientific, literary, or educational purposes, no part 
of the net earnings of which goes to the benefit of any private share holder 
or individual. 
5. Service performed in the employ of the U.S. Government, of a State, or a poli-
tical subdivision thereof. 
6. Services in farmers' cooperative associations and farmers' mutual insurance 
companies. 
a. Service performed in the employ of any farmers' cooperative association 
which,-
( l) deals exclusively with agricultural or dairy products; 
(l)Minnesota Unemployment Compensation Law (Chap. 2, Extra Session Laws 1936, as 
amended; Chap.306-401 and 452, Laws of 1937 and Chap.441 and 443, Laws of 1939.) 
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(2) is not included in the definition of 11 employer 11 as contained in the 
Federal Unemployment Tax Act (Title IX of the Federal Social Security 
Act as amended), namely that it has less than eight (8) employees, in-
cluding officers; 
(3) files with the Division of Employment and Security an application for 
exemption und.er Section 4337-22 H. ( 6) ( j) of the Minnesota Unemployment 
Compensation Law. 
b. Service performed in the employ of any farmers' mutual insurance company 
which, -
( 1) is not included in the definition of "employer ti as contained in the 
Federal Unemployment Tax Act (Title IX of the Federal Social Security 
Act as amended), namely that it has less than eight (8) employee$, in-
cluding officers; 
(2) files with the Division of Employment and Security an application for 
exemption under Section 4337-22 H. ( 6) ( ,j) of the Minnesota Unemployment 
Compensation Law. 
7. Services in 11 Seasonal employment" 
a. "Seasonal employment" means employment in activities relating to the first 
processing of seasonally produced agricultural products where it is cus-
tomary to operate only during a period of less than 26 weeks in any calendar 
year. 
8. "Student services" 
a. Employment shall not include services performed as a part-time student 
worker whose principal occupation during the year is a student actually at-
tending a public or private school. 
9. Services performed outside of the corporate limits of a city or village of 
10,000 or more population--an employer may become exempt from the provisions of 
the Minnesota Unemployment Compensation Law beginning January 1, 1940, by 
showing that the service of all his employees is performed outside of the cor-
porate limits of a city or village of 10,000 or more population (as determined 
by the most recent census of the U.S. gover1nnent.) 
a. An employer will still be exempt if employees perform service within such 
corporate limits if it is merely incidental to the services performed out-
. side of the city or village. 
b. Exemptions on this basis are limited to employers who are not subject to 
Title IX of the Federal Social Security Act (Unemployment Compensation) as 
amended, namely that they have less than eight (8) employees. 
10. Services especially exempted for the year 1940 - an employer will not be re-
quired to pay contributions to the Minnesota Unemployment Compensation Fund for 
the year 1940 if such employer: 
a. employs less than eight (8) individuals; 
b. has been subject to the Minnesota Unemployment Compensation Law during the 
years 1938 and 1939; 
c. has had. no unemployment for which benefits have been paid to former 
employees during the calendar year 1939; 
d. has paid all contributions due and payable for all past periods; 
e. is not now or does not become liable for the excise tax for the year 1940 
under Title IX (Unemployment Compensatio~ of the Federal Social Security 
Act. 
Important -- such employers although exempted from paying contributions for 
the year of 1940 are still required, under the law, to submit workers 
quarterly wage reports during the year 1940. 
D. Contributions rates -- All those who satisfy the definition of "employer" must pay 
contributions to the Division of Employment and Security, St. Paul, Minnesota, at 
the rate of two and seven-tenths (2~7) per cent on the total payrolls unless re-
duced by virtue of merit rating. 
Note -- For detailed information regarding the Minnesota Unemployment Compensation 
Law, write directly to Division of Employment and Security, St. Paul, Minnesota. 
lfote: 
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FILING RETURNS, REPORI'S, AND MAKING PAYMENTS 
According to exemptions that have been granted qualifying cooperative crganizations, 
and payments will not have to te made; however, proof rests with the organization. 
Summary - Returns, Reports 
and Payments 
some cf these returns, repc.rts 
Latestj :Range j 
Date : of Time! Sub"ect 
i Fe rm l Period 
I Number ! Covered Destination 
I Method of i Dates of 
I Pa nt ' Pa ent 
Jan. i Jan. ; :,Ionthly 
20 I 1-20 ; factory 
creamery and cheese :No form 
report(l) j number 
i December-i Minn. 
!previous ! State 
Dept. of .Agric., Dairy and Food, No payment: 
Office :Building, St. Paul,, Minn. 1 required i 
I ! i , I 
Jan. ! Jan. jState Unempl~yment Tax 
20 i 1-20 : ( Q.uarterly contri r·ution and 
! M. E. 
i 
;Year i 
S~l10ct. 1- !Division cf Employment 
.Dec. 31 iSt. Paul, Minn. 
I 
and Security(2),, Q;uarterly iJan. 2ot. 
j i wage report) 
31 
Jan. \ Month j l!'ederal Unemployment Tax 
i of ; 
' ' ; January: 
I 
f 
iPrevicus ;Collector cf Internal Revenue, 
lcalendar :Federal :Building, St. Paul, Minn. 
iyear 
l Quarterly 
; 
;Jan. 31 ( 
' :Apr. 30 
;July 31 
·oct. 1 
:Jan. 31 Old Age Security Taxi S.S-1 a 'Oct. 1-! :collector of Internal Revenue, ;Quarterly 
.Federal Building, St. Pa~ul=..·~M~i~nn==-''--~~-.-l~~~~~--+-~~~~~ 
Jan. !~onth :~ederal 
31 j of Jan.; 
Feb. ;Fob. ~Monthly creamery and cheese 
20 j 1-20 ;~actor.r report 
N..a.r. !Jan.1- :..!innual creamery and cheese 
1 'Ma.r.l !factor re ort 1 
Mar. ; Jan.1- 1State Income Tax 
15(3) i Mar.15 i 
I\1ar. 1 Jan.1- ~Federal Income Tax 
15(3) l Mar.15 
! 
• 
! Dec. 31 
l 
i Jan. ! llo form I - r • : ii.l.1P..ll. 
I 
i number · 1 i State 
! Ho fcrm : Previous i Minn. 
i number t cal. ··r. 'State 
Dept. of Agric., 
Office Building, 
Dairy and Food, 
St. Paul, Minn. 
; 1120 or 
l _112oa. 
!Previous 
i cal. yr. ! Previous 
j cal. yr. 
! 
Dept. cf Agric., 
Office Buildin 
Dairy and ]food, 
St. Paul Iviinn. 
!Minn. Inccme Tax Division, 
'State Office Building. St. Paul, 
l Collector cf Internal Revenue, 
lFederal Building, St. Paul, Min...~. 
.Minn. 
Mar. 
20 
;Mar. 
i 1-::>0 
: Apr. 
i ~Aonthly creamery and cheese i No fcrm ; J!'ebruary Minn. Dept. cf Agric., Dairy and Food, 
lfactory report !numter ~ iState Office Building, St. Paul, Minn. 
Apr. 
20 ! 1-20 
Apr. jlvionth !State Unemployment Tax !£,L'E. S-liJan. 1- !Division cf Employment and Security, 
30 1 cf !1 (Q,uarterly contributic.n and ' !Mar. 31 ! St. Paul, Minn. 
I • \ ' !April i wage report, ! 
1. Reports required from creameries and cheese factories only. 
! No payment ; 
' I i required j 
' No payment! 
l re uired ! 
i Semi- 1lviar. 15 
: annually i Sept .15 l Q;uarterly jMar. 15 
! !June 15 
isept.15 
iDec~ 15 
! :No payment j 
I • d I i require ; 
I :ifo payment 1 
1 re uired 
i Q.uarterly 
l 
! i ; 
Apr. 30 ' 
2. All checks sent to the Division cf Em.plcyment and Security should be ma.de payable to the State of Minnesota Unempl~yment 
Compensation Fund. 
3. Gnly fer organizations whose accounts are kept on the calendar year basis; organizations who maintain their accounts on 
a fiscal basis must file their income tax: returns on or before the 15th day of the 3rd month follcwing the close cf the 
fiscal year. 
4. All capital stock tax returns are made in July regardless of the closing date of the fiscal year. 
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Latest i Range ! I }form I Period f Method (;f 
Date I of Time l Subject 1 Humter I! Covered De§_tination I Payment 
Apr. 11fonti-1 !Federal Old Age Security TaxlS.S-1 a 1 Jan. 1- Collector 0f Internal Revenue, ! Q.uarterly __,_30-=-~~j?~f~A~p~r-·~1<--,.~~~~~~~-.~~~~~~i.__~~~~~J~M_a~r_._3~1"'---+-Federal Buildif· st. Paul Minn. d I 
May 1 May .£anthly creamery and cheese '1'10 rcrm i April Minn. Dept. o .Agric., Dairy and Foo , No payment, 
20 1 1-20 !factor' re ort n-ii~ber I State Office Buildin St. Paul Minn. l re uired 
Ju.rie June jlvionthly and cheese , ~10 form i May Minn. Dept. of Agric., Dairy and ]food, Ho payment 
20 1-20 i factor 'number 1 State Office Building, St. Paul, Minn. I required ! 
Dates of 
P~ent 
Apr. 30 
July 
31 
!i.Ionth ]Ji'ederal Old Age Security Tax! S.S-1 a ; Apr. 1-
!of July! . ' 1 June 0 
Collector cf Internal Revenue, l Quarterly : July 31 i t 
July 
31 
Aug. 
20 
Sept. 
20 
Oct. 
20 
Oct. 
31 
Oct. 
1 
l1ov. 
20 
Dec. 
20 
I lfonth ! Capital Stock Tax (Federal) 1 707 ! Previcus of 1 .,, cal. yr. 
i I i July i ll i or prev. 
i • fiscal 
i i 'r. 4 
:B'ederal Buildin St. Paul Minn. 
:Collector cf Internal Revenue, 
!l!'ederal :Building, St. Paul, ~,finn. 
, Annually 
! 
i July 31 
I 
' 
.Aug. i:.ionthly creamery and cheese iNo fcrm ! July :Minn. Dept. cf Agric., Dairy and :H'cod, ! No pa.yment1 
i 1-20 ! factcrv re-ocrt I nu.rnber l State Office Build.ine. St. Paul. fainn. ' required i 
: Sept. !Monthly creamery and cheese Ho fcrm August jMinn. Dept. of Agric., Dairy and Fc.·od, ! No payment: 
'! 1~20 jfactory report number i~~ate Office Building, St. Paul, Minn. i required i 
10ct. !Monthly creamery and cheese 1 lfo ft.rm Septemberirunn. Dept. of Agric., Dairy and Food, l Ho payment! 
: 1-20 i factory report i nu.rnber i State Office :Buildine: St. Paul. Minn. i reauired ' 
1Hov. 1Monthly creamery and cheese !lfo form October Minn. Dept. c·f Agric., Tu.iry and Food, i Ne paymentj 
I 1-20 1 factor re ort ! mr1ber i State Office Euildin St. Paul Minn. re uired I 
jDec. Uonthly creanery and cheese jNo form November 1,rSliit·annte. Dept. of Agric., Tu.iry and Food; i llo payment! 
1-20 factory report I number Office Building, St. Paul, Minn. I required · i 
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